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OFFICE OF MANAGEMENT OF BUDGET
Proposed revisions to OMB Circular A-122, Cost Principles for Nonprofit Organiza­
tions, will be withdrawn and revised again, according to recent congressional 
testimony by OMB. The proposed revisions, first appearing in the 1/24/83 Fed.
Peg., pp. 3348-51 (see the 1/31/83 Wash. Rpt.), would have established special 
provisions for costs related to political advocacy. Similar revisions were 
being simultaneously proposed for civilian and defense contractors through 
action by the Department of Defense, NASA, and the General Services Administra­
tion. QMB Deputy Director Joseph R. Wright, Jr. appeared before the Subcommit­
tee on Legislation and National Security, Committee on Government Operations 
on 3/1/83. He informed Subcommittee Chairman Jack Brooks (D-TX) that QMB 
would withdraw the proposal and re-issue it again in about two weeks, with 
better definitions on allowable and nonallowable activities. Rep. Brooks 
and other members of the Subcommittee characterized the proposed revision as 
a "gag order" and urged OMB to scrap the revision entirely and start all over. 
Comptroller General Charles A. Bowsher testified that better uniformity must 
be brought into this area and that GAO, while agreeing on the need for some 
type of revision, would not have gone as far as QMB. Witnesses, including 
representatives from over 30 groups such as the U.S. Chamber of Commerce, 
American Civil Liberties Union, and the American Heart Association, testified 
during the one-day hearing. All were in opposition to the proposed revision, 
disagreeing with the new definition of political advocacy and the classifiction 
of certain activities as political advocacy with a resultant disallowance 
of related costs. OMB's Wright promised a new revision in two weeks, a new 45 
day comment period, and a final revision of OMB A-122 in "four or five months." 
DOD, NASA, and GSA are believed to be awaiting OMB's new revision prior to 
issuing their own. The Civil and Constitutional Rights Subcommittee, House 
Committee on the Judiciary, plans to hold additional hearings on this issue.
A hearing is schedueld for 3/9/83, in the Rayburn House Office Building, Room 
2237 at 9:30 a.m.
SECURITIES AND EXCHANGE COMMISSION
Over-zealous application of management by objective is one cause of recent cases
of "cooked books," according to SEC Commissioner James C. Treadway, Jr., 
speaking before the Securities Law Committee of the Federal Bar Association 
on 3/2/83. Noting recent SEC enforcement cases, Commissioner Treadway said 
that he was puzzled since the investigations found that books and records 
were altered not for direct personal gain, but rather by individuals believing 
that their actions were in the best interests of the company. Regarding 
auditors,he added that, "In the case of the outside auditor, assuming he has 
no actual knowledge of the "cooked books," liability generally will depend 
upon whether he recklessly disregarded warnings or red flags." The Commissioner 
went on to place the heaviest burden of responsibility for this problem on 
corporate management, saying, "Senior or central corporate management, which 
places itself in a distant castle, issues profit and productivity goals by 
fiat, creates an atmosphere where a division or division head has 'failed' 
if the goals are not achieved, and fails to install and follow through 
internal accounting controls, seems to me to be every bit as subject to 
criticism as the auditor who relies upon undocumented representations of 
management." Copies of Commissioner Treadway's speech are available at 202/ 
872-8190, ext. 47.
Amendments intended to clarify rules regarding the independence of accountants
were adopted at the 2/25/83 SEC open meeting. Included in the amendments is 
the revision of the term "member," so that it will no longer apply to any non- 
managerial employee not involved in providing professional services to the 
audit client or any of its affiliates. Additionally, the amendments clarify
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the independence rule’s provisions about the effect on a firm’s independence 
when a former officer or employee of an audit client becomes an employee of, 
or principal in, the accounting firm. The amendment makes it clear that 
such associations do not impair the independence of the CPA firm.
Commission Chairman John S.R. Shad recently announced the formation of the
Advisory Committee on Tender Offers. According to SEC news release 83-8, 
the Committee includes prominent members of the business and financial 
community, the legal and accounting professions and others who have been 
actively involved in the area of tender offers. The Committee has been 
requested to review tender offer practices and regulations in terms of the 
best interest of all shareholders (bidders, targets or bystanders) and pro­
pose specific regulatory and legislative improvements. Among the sixteen 
members announced by Chairman Shad was Ray J. Groves, Chairman, Ernst & Whinney.
Michael P. McLaughlin and Dorothy E. Walker have been named by the SEC to serve
as Professional Accounting Fellows in the Office of the Chief Accountant 
for two year terms beginning in the summer of 1983. John H. Smith has been 
appointed to serve as the Academic Fellow for the year beginning August 1.
Mr. McLaughlin and Ms. Walker are audit managers with Peat, Marwick, Mitchell & 
Co. and Laventhol & Horwath, respectively. Dr. Smith is Professor of Accounting 
at the University of Iowa. Mr. McLaughlin, Dr. Smith and Ms. Walker will work 
directly with the Chief Accountant and will be involved in the study and develop­
ment of rule proposals under federal securities laws, liaison with professional 
accounting standard setting bodies and consultation with registrants on ac­
counting and reporting matters.
TREASURY, DEPARTMENT OF
Questions and answers on the estate tax consequences of the Payment-in-Kind (PIK)
program and other land diversion programs offered to farmers by the Agriculture 
Department were recently released by the IRS. The purpose of the PIK program 
is to raise price levels for certain agricultural commodities by reducing 
crop acreages in those commodities. Farmers who have submitted proposals to 
participate in the PIK program by 3/11/83, will receive as payment from Agri­
culture , a percentage of the commodity otherwise grown on the land devoted to 
the program. The Q&As will be published in the Internal Revenue Bulletin 
No. 1983-10 on 3/7/83. For additional information contact the IRS at 202/ 
566-4024.
In a related matter, the Senate Finance Committee marked up and reported 
out three measures dealing with the PIK program on 3/2/83. Further, two sub­
committees under the Senate Agriculture Committee held hearings on the issue 
on 2/28 and 3/3/83. None of the legislation has been scheduled for Senate 
chamber action.
Revisions to the regulations regarding withholding on dividends and interest and
on the information reporting on rules were announced by the Treasury Depart­
ment on 3/2/83. The announcement states that Treasury will defer the effec­
tive date for withholding with respect to original issue discount instruments 
until 1/1/84. The Treasury stated that it recognized that withholding on ori­
ginal issue discount before that time would result in undue hardship to institu­
tions. Similar relief is provided concerning the new information reporting 
requirements. All other withholding provisions are effective 7/1/93. Treasury 
and the IRS will commence publication of information regarding outstanding 
original discount instruments in June 1983. For additional information contact 
Charley Powers at 202/566-2041.
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The IRS recently provided guidelines on filing protective claims for taxpayers
who may have been obligated to report 1980 Windfall Profit taxes on Form 720,
but failed to do so. In an earlier release (see Wash. Rpt. 2/21/83), the 
IRS explained how several classes of taxpayers should file for protective 
refunds. No guidance was given at that time for taxpayers actually obligated 
to file Form 720. Taxpayers who are uncertain whether they were required to 
file Form 720 can insure their claims for refund by filing a Form 843 claim 
by 5/31/83, for oil removed in the calendar quarter ending 3/31/80, and by 
8/31/83, for oil removed in calendar quarter 6/30/80. For additional informa­
tion and copies of the IRS news release IR-83-35, call 202/566-4054.
In a major policy address involving the taxation of life insurance companies,
Assistant Treasury Secretary for Tax Policy John Chapoton outlined options
being considered by the Treasury Department in structuring a tax reform
package that would probably limit the tax benefits now being received by the 
industry. The options include limiting favorable tax treatment for certain 
policies, placing a new tax on portions of life insurance plans that are 
primarily oriented toward short-term investment goals, and generally lowering 
taxes on long-term savings plans. In remarks to the American Association of 
Life Underwriters, Chapoton echoed statements made 2/28/83,by Finance Committee 
Chairman Robert Dole (R-KA), that it is becoming difficult to justify the 
preferential tax treatment of many investments made by the insurance industry 
while mainstream financial institutions do not receive those same benefits.
In 1982, Congress repealed the tax code section which provided special tax 
treatment for modified coinsurance companies. However, a stopgap measure 
that was put in its place expires at the end of 1983. According to Mr. Chapoton, 
some legislative action is required in 1983 or an imbalance will be created 
in the tax treatment of different life insurance products. Presently, the 
Treasury staff is working with congressional aides to Sen. Dole.
For additional information, please contact Jim Kovakas, Gina Rosasco, 
Nick Nichols or Kathee Baker at 202/872-8190.
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